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Part A - Multiple-choice Questions 
(Each question is worth 1.5 marks, for a total of 45 marks) 


Candidates SHOULD answer all THIRTY (30) multiple-choice questions on the multiple-choice 
answer sheet provided on Page 11 of this examination paper. Choose the one alternative that best 
completes the statement or answers the question and circle your choice of answer. 


1) 


2) 


3) 


4) 


5) 


A well-established, large Australia-based MNE will probably NOT be able to overcome which 
of the following obstacles to maximising company value? 


A) high quality strategic management 
B) access to capital 

C) anopen marketplace 

D) none of the above 


The theory of comparative advantage states that: 


A) — even if a country possessed absolute advantage in the production of two products, it would 
still be worthwhile to specialise in producing one of the products 


B) acountry should specialise in the product where it has an absolute advantage 


C)  ifacountry has absolute disadvantage in two products, it should import both of those 
rather than exporting 


D) ifacountry has absolute advantage in two products, it should produce and export both of 
those rather than importing 


Comparative advantage in the 21st century: 


A) _ 1s based on services 

B) _ is facilitated by communications technology 
C) _ has shifted because of the internet 

D) all ofthe above 


A reason why a German electronics company might purchase a foreign electronics company is: 


A) knowledge seeking 

B) _ political safety seeking 
C) hedging interest rate risk 
D) raw material seeking 


For MNEs, market imperfections: 


A) _ represent a business opportunity 

B) _ represent a business barrier 

C) apply to factors of production, but not financial assets 
D) do not exist, because the company is global 
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6) The set of structural and managerial challenges faced by a company as it moves its operations 
from domestic to international is known as: 


A) the maturation process 
B) _ the expansion process 
C) the growth process 

D) _ the globalisation process 


7) The twin agency problems limiting financial globalisation are caused by these two groups acting 
in their own self-interests rather than the interests of the company. 


A) corporate insiders and rulers of sovereign states 

B) corporate insiders and lawyers 

C) rulers of sovereign states and unsavoury customs officials 
D) lawyers and unsavoury customs officials 


8) Another name for the International Bank for Reconstruction and Development is 


A) World Bank 

B) Marshall Plan 

C) Recon Bank 

D) European Monetary System 


9) The International Monetary Fund (IMF) 


A) aids countries with balance of payment and exchange rate problems 

B) in recent years has provided large loans to Russia, South Korea, and Brazil 
C) was created as a result of the Bretton Woods Agreement 

D) all ofthe above 


10) Anexample of "eurocurrency" is: 


A) US dollars on deposit in Australia 
B) the euro 

C) Swiss franc 

D) all ofthe above 


11) LIBOR is: 


A) _ the interest rate targeted by the US Federal Reserve 

B) a eurocurrency 

C) anaverage of banks' interbank offer interest rates in London 
D) a Japanese deposit account typically used for foreign currency 
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12) Which of the following is an advantage of flexible exchange rates? 


A) _ greater stability in prices for the conduct of trade 
B) _ exchange rates are linked to the price of gold 

C) consistent with economic fundamentals 

D) central banks maintain greater foreign reserves 


13) The authors of the textbook for this unit discuss the concept of the "Impossible Trinity" or the 
inability to achieve simultaneously the goals of exchange rate stability, full financial integration, 
and monetary independence. If a country chooses to have a pure float exchange rate regime, 
which two of the three goals is a country most able to achieve? 


A) — full financial integration and monetary independence 

B) exchange rate stability and full financial integration 

C) monetary independence and exchange rate stability 

D) acountry cannot attain any of the exchange rate goals with a pure float exchange rate 
regime 


14) Assume a nominal interest rate on one-year Australian Treasury Notes of 4.60% and a real rate 
of interest of 2.50%. Using the Fisher Equation, what is the approximate expected rate of 
inflation in Australia over the next year? 


A) 2.05% 
B) 2.10% 
C) 2.00% 
D) 1.90% 


15) What is the single most important mandate of the European Central Bank? 


A) — establish an EMU trade surplus with the United States 

B) promote international trade for countries within the European Union 
C) promote price stability within the European Union 

D) price, in euros, all products for sale in the European Union 


16) Which of the following IS a way in which the euro affects markets? 


A) consumers and business enjoy price transparency and increased price-based competition 
B) currency risks and costs related to exchange rate uncertainty are reduced 

C) countries within the euro zone enjoy cheaper transaction costs 

D) all ofthe above 


17) Which of the following is officially an objective of monetary policy in Australia? 


A) maintenance of full employment 

B) _ stability of the $A 

C) prosperity of the people of Australia 
D) all ofthe above 


18) 


19) 


20) 


21) 


22) 
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Balance of payments (BOP) data may be important for any of the following reasons: 


A) 
B) 
C) 


D) 


the BOP is an important indicator of a country's foreign exchange rate 

BOP data helps to forecast a country's market potential, especially in the short run 
changes in a country's BOP may signal a change in controls over payment of dividends 
and interest 

all of the above 


Which of the following statements about the balance of payments (BOP) is NOT true? 


A) 


B) 


C) 


D) 


the BOP is a flow statement, summarising all international transactions that occur across 
the geographic borders over a period of time, typically a year 

although the BOP must always balance in theory, in practice there are substantial 
imbalances as a result of statistical errors and misreporting of current account and 
financial account flows 

the BOP is the summary statement of all international transactions between one country 
and all other countries 

all of the above are true 


Imports have the potential to lower a country's inflation rate because of each of the following 
EXCEPT: 


A) 
B) 
C) 


D) 


A) 
B) 
C) 
D) 


A/An 


the import of lower priced goods limits what domestic competitors can charge for goods 
the higher prices of foreign goods spurs domestic competitors to cut prices 


the import of lower priced services limits what domestic competitors can charge for 
services 


all of the above 


is the outflow of capital surrounding a BOP crisis. 


capital flight 

money laundering 
capital mobility 
irrational exuberance 


is an agreement between a buyer and seller that a fixed amount of one currency 


will be delivered at a specified rate for some other currency. 


A) 
B) 
C) 
D) 


import/export exchange 
interbank market transaction 
eurodollar transaction 
foreign exchange transaction 


23) 


24) 


25) 


26) 


27) 


28) 
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While trading in foreign exchange takes place worldwide, the major currency trading centres are 
located in 


A) London, New York, and Tokyo 

B) Los Angeles, New York, and London 
C) Paris, Frankfurt, and London 

D) New York, Zurich, and Bahrain 


Suppose that one year ago the spot rate of US dollars for Canadian dollars was US$1/C$1. Since 
that time the rate of inflation in the US has been 4% greater than that in Canada. Based on the 
theory of Relative PPP, the current spot exchange rate of US dollars for Canadian dollars should 
be approximately 


A) US$0.96/C$1 

B) US$1.04/C$1 

C) USS$I1/C$1 

D) Relative PPP provides no guide for this type of question 


The is the mechanism by which participants transfer purchasing power between 
countries, obtain or provide credit for international trade transactions, and minimise exposure to 
the risks of exchange rate changes. 


A) foreign exchange market 
B) futures market 

C) federal open market 

D) LIBOR 


Which of the following may be participants in the foreign exchange markets? 


A) central banks and treasuries 

B) _ bank and non-bank foreign exchange dealers 
C) _ speculators and arbitrageurs 

D) all ofthe above 


In the foreign exchange market, seek all of their profit from exchange rate changes 
while seek to profit from simultaneous exchange rate differences in different markets. 


A) central banks; treasuries 
B) dealers; brokers 

C) _ speculators; arbitrageurs 
D) wholesalers; retailers 


A transaction in the foreign exchange market requires an almost immediate delivery 
(typically within two days) of foreign exchange. 


A) futures 
B) forward 
C) — spot 


D) none of the above 
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29) A transaction in the foreign exchange market requires delivery of foreign exchange at 
some future date. 


A) swap 
B) forward 
C) currency 
D) _ spot 
30) Acommon type of swap transaction in the foreign exchange market is the where the 


dealer buys the currency in the spot market and sells the same amount back to the same bank in 
the forward market. 


A) "spot against forward" 
B) = "forspot" 

C) "repurchase agreement" 
D) "forward against spot" 
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Part B - Short-answer Discussion Questions 


(Each question is worth 10 marks, for a total of 30 marks) 


Candidates SHOULD choose any THREE (3) of the SEVEN (7) short-answer discussion questions 


1) 


2) 


3) 


4) 


5) 


6) 


7) 


below and write your answers in the Answer Book provided. Number each answer carefully. 


Briefly discuss the theory of comparative advantage, and its extensions. Give an example. 


List and briefly explain three strategic motives why companies become multinationals and give 
an example of each. 


Briefly discuss the nature of speculation, its risks, and the role of prudence. 


Outline the difference between credit risk and repricing risk. Briefly discuss the different 
strategies that a company has available to hedge interest rate risk. What is the "management 
dilemma", and how should management respond? 


Briefly discuss the principle and process of portfolio diversification. Explain how market 
liquidity affects portfolio choice, and the causes and consequences of market segmentation. 


What does the OLI Paradigm propose to explain? Define each component and provide an 
example of each. 


In multinational capital budgeting, provide at least three reasons why the parent's viewpoint is 
superior to the local viewpoint, and give an example of when the local viewpoint fails to 
maximise the value of the company. 
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Part C - Problem Questions 


(Question 1 is worth 10 marks and Question 2 is worth 15 marks, for a total of 25 marks) 


Candidates SHOULD answer the TWO (2) problem questions below in the answer book provided. 


Number each answer carefully and show ALL workings 


Suppose that due to extreme political and economic pressures (in early 2001), the Turkish 
government found it necessary to devalue the Turkish lira (TL) by 25%. Suppose also, that the 
day before the official devaluation was announced the spot exchange rate was TL71000/USD. 


(a) What was the exchange rate after the 25% devaluation? 
(b) Within three days the lira had moved to TL105000/USD. What percentage change was 


this from the pre-devaluation rate? (10 marks) 


Marcus is interested in inter-bank arbitrage. Suppose that the following exchange rates are 
available to him and that he may either buy or sell at these rates. 


Citibank, New York US dollars per euro 0.77495/€ 
Barclays Bank, London US dollars per pound sterling 0.67782/£ 
Deutsche Bank, Frankfurt Euros per pound sterling 0.89283/£ 


(a) Does an opportunity exist to profit from arbitrage between the three markets? In other 
words, is triangular arbitrage possible? Explain your answer. 


(b) If Marcus has US$1 million to arbitrage with, what would be the result (profit or loss) 
from triangular arbitrage? Illustrate and explain your answer, and show all workings. 
(15 marks) 


Formulas 


C+I+Gt+x-M 
(X — M) + (CI — CO) + (FI — FO) + FXB 
{(ending rate — beginning rate)/beginning rate }*100 
{(beginning rate — ending rate)/ending rate }*100 
{(Ask price — Bid price)/Ask price }*100 
1=r+7 
Bios ide =i>—i*, 
S, i S, i8-i* 

S, 1+i* 
[(Forward rate — Spot rate)/Spot rate]*(360/n)* 100 
[(Spot rate — Forward rate)/Forward rate]*(360/n)* 100 
Spot Rate — (Strike Price + Premium) 


Premium — (Spot Rate — Strike Price) 
Strike Price — (Spot Rate + Premium) 
Premium — (Strike Price — Spot Rate) 
(R, — Rp/o, 
(Rp — R,)/ Bp 
keE/V + ka(1 — t)D/V 
kre + Bi(Km — ker) 
CoVjm/O'm 

WO, + Ws On + 2WaWe Pa 3Oa0p 
W,E(Ra) + WpE(Rs) 
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SECTION A — MULTIPLE-CHOICE ANSWER SHEET 


Please circle your choice of answer for each respective question. 


QUESTION 

1 A B C D 
2 A B C D 
3 A B C D 
4 A B C D 
5 A B C D 
6 A B C D 
vi A B C D 
8 A B C D 
9 A B C D 
10 A B C D 
11 A B C D 
12 A B C D 
13 A B Cc D 
14 A B C D 
15 A B C D 
16 A B C D 
17 A B C D 
18 A B C D 
19 A B C D 
20 A B C D 
21 A B C D 
22 A B C D 
23 A B C D 
24 A B C D 
25 A B C D 
26 A B C D 
27 A B C D 
28 A B C D 
29 A B C D 
30 A B C D 


Please remember - This examination question paper MUST BE HANDED IN. Failure to do so may 
result in the cancellation of all marks for this examination. 
Writing your name and number on the front will help us confirm that your paper has been returned. 
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